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BY MESSENGER

Mr. William F. Caton, Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

RE: Gen. Docket No. 90-314. PP Docket 93-253

Dear Mr. Caton:

Columbia PCS, Inc. ("Columbia"), pursuant to Section 1.1206 (a) (2) of the
Commission's Rules, 47 C.F.R. S 1.1206 (a) (2) (1992), hereby notifies the Commission
that representatives of Columbia met with Messrs. Donald H. Gips and Greg Rosston of
the Office of Plans and Policy and Peter A. Tenhula, Esq. of the Office of General
Counsel on May 4, 1994. The matters discussed are contained in Columbia's written
submission filed on April 22, 1994 in Gen Docket 90-314. In addition, the attached letter
was provided to Messrs. Gips, Rosston and Tenhula.

Please direct any inquiries concerning this matter to the undersigned.

Sincerely,

&:::lOY
General Counsel

cc: Mr. Donald H. Gips
Mr. Greg Rosston
Peter A. Tenhula, Esq.

No. of Copies rec'd~
List ABCDE
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May 9,1994

Donald H. Gips
Federal Communications Commission
1919 M Street, N.W.
Washington, D.C. 20544

Dear Don:

Thank you for meeting with Columbia PCS, Inc. last Monday. As follow up to
our conversation, I'd like to clarify some of the points we discussed.

A. Proceed with Broadband Auction for SWMR Set Aside Using 8(a) Contractor.

The 8(a) auction contractor selected for narrowband PCS provides a ready made solution
to begin broadband PCS auctions as well. Additionally, starting the broadband auction
with the SWMR band has numerous political, policy and practical advantages. The FCC
will be better able to satisfy Congress' time requirements as established in the Omnibus
Budget Act of 1993. Small businesses, women and minority owned businesses and rural
telcos are the licensees with greatest market requirements to begin offering PCS services
immediately. This definitive step should solidify the financial markets support for
investment in these designated entities and allow fund raising to begin in earnest. The
SWMR band auction will also allow the FCC to further refine the process for the larger
auctions to follow.

B. Allow Flexible Financial Mechanisms and Reasonable Investor Protections but
Maintain Control.

Clear guidelines are desperately needed so that designated entities can begin the crucial
work of raising capital. All parties agree that broadband PCS is extraordinarily capital
intensive. Capital requirements for broadband PCS are greatest for designated entities
and represent the single most formidable barrier to entry. Unlike their potential
competitors, designated entities, as new entrants to telecommunications, are almost
wholly dependent on capital markets for investment. As point of contrast, I've attached a
recent article that recounts MCI's ability to raise $20 Billion internally and estimates the
seven Bell operating companies will have net cash flows of approximately $37 Billion in
1994. (Financial World, May 5, 1994, pg. 9).
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Of equal importance to designated entities is the FCC's charter to prevent unjust
enrichment and related abuse. Designated entities, as bona fide operators in need of
significant capital investment, can least afford a taint of potential impropriety. Columbia
PCS strongly believes that the FCC can prevent unjust enrichment without jeopardizing
the abilities of bona fide operators to raise capital. The recapture provisions of the
general rules coupled with specific license requirements for broadband PCS can provide
a sufficient deterrent to sham applicants.

The threshold issue for both the FCC and designated entities is the preservation of control
by the qualified licensee. In balancing this need for control with the capital requirements
of designated entities, it is crucial that the full array of financing mechanisms remain
available. For example, limited partnerships are recognized mechanisms used to raise
capital but still retain control with the general partner. Control and equity ownership of
50.1 % by the designated entity in the general partner addresses the policy need to
maintain actual control in the licensee but still provides financial flexibility necessary to
raise capital. Conversely, a requirement of 50.1 % total equity ownership in this capital
intensive business is so limiting that it will actually preclude any equity participation by
small businesses, women owned and minority owned businesses.

In addition to flexible financial mechanisms, designated entities will need to provide the
capital markets with reasonable protections for their sizable investments. In delineating
what constitutes control, the FCC must allow for investor protections that don't impact
operative control of the licensee. Reasonable limitations on a General Partner that fix the
investors' obligations, prevent dilution, and avert material departures from the applicant's
business plan are distinguishable from operative control. For example, a requirement to
obtain approval from limited partners for bids beyond a certain pricing plan is an entirely
reasonable protection that does not give operative control to the limited partners.
Another reasonable protection would be a requirement of limited partner approval to
enter into any business other that the acquisition, ownership and operation of PCS
systems.

C. Allocate 30 MHz in the Lower Band.

The size and location of the allocation are most crucial to designated entities as the
licensees with the greatest market requirements to get to market quickly. Equipment
already exists for the lower band. Designated entities will have neither the capital
resources nor initial consumer demand necessary to drive development of equipment for
the upper band. The size of the allocation is important since most technical assessments
have indicated that 30MHz is sufficient initially to route around the microwave
incumbents. This initial ability to co-exist with in-band incumbents is crucial due to the
limited resources of the designated entities.
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An allocation of 30 Mhz also affords greater capital efficiencies than 20 MHz. Over a
ten year period, 30 MHz will result in more than 12% savings in capital expenditures and
nearly 2% savings in operational expenses. As the attached analysis for just the Boston
BTA demonstrates, an allocation of 30MHz instead of 20MHz means potential savings of
$20.6 Million and $15.5 Million, respectively, over a ten year period.

In summary, Columbia PCS thanks you for your attention to these matters. We
appreciate the significance and magnitude of the tasks before the FCC and look forward
fulfilling the promise of broadband PCS.

Sincerely,

~allOY
General Counsel

cc: Mr. Donald H. Gips
Mr. Greg Rosston
Mr. Peter A. Tenhula, Esq.

Enclosures
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MCI'sjinancing strategy shows why investors may not

enjoy the spoils alcng the information highway
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"'mERE'S AmMlNOOUS AJ'PE1TI1i IN 1llE last year, but had pretax cash flow of
capital mirketl to' Inveat In what most dOte to $35 billlon with which to fund
people think wU1 be the Industry of the them. And Kidder, Peabody eetJmates
21st centwY,"UYI Douglas Milne, MCI that whUe capital expenditures for the
Communications' ch1ef finendel officer, Bells win rite to $15.3 billion this year,
retel'rtni to the much celebrated lntor· eamlnal before Interett, taxes and de­
mation hlihway. "Up untilllow, the
U.S. and Japanese market. have
done the bulk of the finandni In
this area. But 86 time i0e8 on and
other nation. wake up to the
telecommunications explosion, (
think YO\lll have a larie Influx of
capital from other IOUlUS."

Maybe. But don't expect MCI
and the other~ playel'l to rome
loo1dna for all that money any
time-100ft,

Met, the $12 b1llion1Ma1e8corn­
pany that controls 20lof the S65 bJl.
lion long distance phone mll'kelin
the U.S., recently announced a Ib\.
year, $20 bl1llon plan to ret on the
data road. But the company, whJch
recently completed a mammoth
S950 mlIDon debt offering to repla<:e
.hort-tenn borroWinat wSth Iongtr­
tenn one., won't be ioina to the
capital markets to finance it In
the neat future. Mel plane to pay for
the project out ofQlah flow and with
money It YI1!l rec:etve from partnm It
hat recently taken on.

Call It the S20billion thutout.
And Mel Isn't alone. Other

likely data h1ehway participants,
IUch &8 the rqiohal Belli, probably
won't have to float lots of new dtbt
or equity, either.

The seven BeU operatll\i com­
paniet, for 1nttan~, spent nearly
815 bllUon on capltal expenditures

lbe 820 Billion Shutout

.:a.A.".".A.e._M.A.r.K. 1.'.'.. - --__+ _
=

precta'.n-ln <Ilher~ caoh 0.._
VIill Jump to $31 bllUoI\ That's mo~ thill
enough to lay the lnfta8tnlcture COr U1("
C<lmmunlcauone hie y.

The upshot of ,II Ii? lnsUluUonal
and other invtltOI'l tina to iet in on
the telecommunkatio • bol'l8llla may lx,
forced to buy the deb and ~u1ty thaI &J.
ready trade••

AdOler look It e ftnandni Mel
huln place wm help why,

While Mel doea 't have the prodi.
giout! cash flow the Us have, It', posi.
tlon Ie nothing to en u at Mel gen('f.
ltet In excess of S2 IIUon In operalinj{
cash tlow each rear enou,h to 5J)('orl.
the 81 billion to 82 bl on It Offill! annu
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encroach on Ameritech'. tu ,)
"We're not klddina' ouree ee when It

comea to enterlna the I market,"
Roberts told an Industry 00 erenc.e re­
cently. "How qulekly-and ow effec­
tively-we can put an lnfr clute in
place is iotni to dependanow wl11lng
the .tate and federal regu ora are to
move toward effective co lion In the

local exchange." ~SdI1, MCI wouldn't have oublcd Ita
market 111ft In the long di mar­
ket to Ita current fifth of th market In
lets than • decade if it we n't a Itout
competitor, And ~ balance .heet only
makes it more fonnldable.

Indeed, the company'. meet
is lmprenive, liven that
debt was only ofcapI1aJ
at the end of 1993. That
figure could, u low 8$
30% by the end of the sum­
mer, even wi the recent
o!er1nI.

For tome,
fJexlbWty thlt
.~debt
8 doubleoed
"MCI hat
company bymuma
to the .hareh lder," uys
Robert Wild an, a ftxed­
Income lei mmunica­
tlon' anllytt r Salomon
Brothers. "It rna to me
that unless til Is avery
eubstantlal In net
Income, It11 hard for
them to iet ~'J"eo

tum on equity that they've 1COOi>'
lniup OVt!l'the PIlIt few 'Y'

An8JyMs expect eamJnp to
rise about~ or~ this y ar, ro about
$1.40 a .hare. Obviously, Iuer earn­
Inpcould come "PfOaree l. made on
the local aCCetl front B Milne ac­
knowledaea that more \eve at somt
point wDl hit the balance ee~ he1plng
booat return on equl1y.

"I..onr tenn, Mel wou Uke to oper­
ltewith adebt ratio of45% 55% ofcap­
ItaJlzation." heuya,

Yes, that could mean
fer1np-at some point B
conlOlatlcm to thOle who
for lOmenth paper to in

market, where Mel and other tong dl.
tanee canien must pay 45 centa on every
revenue dollar, or roughly $23 bunon In·
DUally, to the rellonal BeU, to have their
callI travel from their long dlttanee Unell
dlrect1y Intoahomeor business.

BertRoberta, CEO ofMeL eetimates
that 1l1ocal8CCe88 rate. drop Juet l~
S536 mIlUon ayearwUllmmediately drop
to the company'. bottom Une. .

WhIle the local a<X:e" project llu
iOtten10tlI ofhead11nes, otherexpenslve
pro)ecta are in the works. Mel wiU link
5450 million Into bulldlni a tiber optic
network in Mexico, where it hae Unked
up with Banaod, that nation'alantett tl·
nAnclalln,tJtutJon. And Mel I, paying

$1.3 bllUol\ for I 17% "pIece 01 NexteJ Commu-
nications. an Ealt. Ruth- '
erford, NJ., wire1eu W.
communications com·
pany, u partofIta plan to liLa ..
build I nadonal d1IItal ... • , .1
wfrele.. peraonal com- 11I-'"
munJcatlon 1)'Item. Mel our VI'''.,
btl even announced ..-.....
plant to provide long UN
dlltance aeMCie to Cuba. IIId

AI you can tee from .,.... I ..ft
an theee proJecta, MCl'. at n.....
atrateglc vitlon he, p IIIRjft
chaneed. For yeart the ...
company focused nar- .IIU UIV .
rowly on long distance, _ "--II "
"Wbat MCI Ja dolAr now , .....
take. two fonnt," MYI
Stephen Gutkowald, •
vice ptel1dent with
Moody's Inmtorl Service. "It plan, to
provideItalI1temallve~And with
Nmel MCI t,1lYlni to letanother way
ofptting direct aeceu to cuatomerl by
bypaIsInr1oca1 operators."

Mel', foray Into local markets will
not be u eal)'. Local telephone Infra.
etructure I, C011lJllex. and dlffkult to
build. And then there', the rti\llatory
hoop' OJat rona dlJtanQe carrlm win
have to Jump throurh ~ provide 10Q1
-eMU. Currently, only four states
allow other carr1ere tocompete with the
Benlin the local eervlce market. (JUlt
recenUy, however,ATBtTmed a petition
with IWnolt reau1&tora to telt·markel
some loca1eeMce,. Do~ '0 would

'1*------...----------...--
, !

, .nr for network malntemmce and Up'

~ and ,till throw off lOme excess.
One huee advantage MCI hasil that

Its dMdend payout ratio II apaJ\lY4~
compared to AT&T 'I 42\, Sprinr,~
afld the~ to 8l». the reaionaJ BeUs IV,
eraie. "We take most of our internally
,eneNtedalfh~and put it back Into
the bullneaa lteelf," AYI Maine, who e&­
drtWts that MCr,cub t1QwwUJ double"theend of1he decade. "That'll~
dl«ertnce, compared to otherI."

Beside. Ita own llealthy cam Oow.
MCI has already received $800 m1ll!on
from British Telecommunication, and
wD1 get mother$3.5Won thlslUJMler.
In return, BT wiU end qp with I 2()l1.)

ltake In the cOmpany.
Otherdealsarepending.

Just,who thOle other In·
veeton wiD be, Milne won't
laY, -We have I wide amy
ofd1tcu1llon. goIni on with
potehtl.a1 partnerl," he uya.
"And In molt retpectl, we
feel we are In the catbird
Ratwhen It~meI to many
oftheIe pIl1JlerIhIpe. More
lndMd\li1' are c:a\Uns UI
tIw\ we are dIDlnr them, at
leatt J1Ibt now."

Moody'. lnvntorl Ser­
vice aereeaWith Maine', ..
~nt. In Febnwy,
when it uPtllJded MCr. Ie"
nIordebt rarJili toA2and Ita
Ihottot.enn ..,t1nI to p.I, it
n~ that .. litkotharing

, Itratqy of Iolnt venturtt
and~ and more con­
Ien'ItIvebaknce sheetm»
qeSnent, wU1 define the

I coMpany in the future."
. .tbe~totryto
,. ~~lntemally
I I, bruh d, liven that

MClplant to take on the'~

Ilonal Bens~ providlnll~
cal telephone 1efYk;e. Mel
wUl.epend~ blJUon to build
fiber rlDga and 10eal awtteb·
In(.lnfrastrupure In 20 U,S.
dtltt over the next three to
lYeyear8.

The ldet is to bring com­
petition to the local accetl

n' d
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IMPACT ON COSTS DUE TO
AMOUNT OF FREQUENCY ALLOCATED
Scenario with 6% Year 10 Penetration

F Allocated 30 M
Dollar

20 MHz Dlff
Percentage
Dlff

Cumulative Capital Expenditures
over Ten Years $1650 $1856 $206 Millions 125%

Cumulative Capital Expenditures
Per Pop Over Ten Years $3931 $4421 $490 Actual 125%

Cumulative Expenses Over
l'en Years $821 4 $8369 $155 Millions 19%

Assumptions
Basic Trading Area Boston Boston

Subscriber Monthly Alr·Tlme 680 680

Percentage of Traffic in Peak Busy Hour 20% 20%

Year Ten Penetration Rate 60% 60%

Number of Base Stations In Year Ten 236 353

COLIJlv181A PCS, INC


